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Chai rman | stook, Ranking Menber O ver, nenbers of the
Subconmittee and Subcommittee staff — Good norning.

| appreciate the opportunity to testify about the managenent
chal l enges currently facing the Departnent of Treasury including
the O G and how t hey have been i npacted by the divestiture
pursuant to the Honel and Security Act of 2002.

| am al so pleased to be here with Acting Treasury |nspector
CGeneral for Tax Administration (TIGIA) Panela Gardiner. As you
know, the President's fiscal year 2004 budget has proposed a
consolidation of our office and TIGIA into a new | nspector
General office to be called the Inspector General for Treasury.

Before | begin discussing what things |look |ike at present and
what they will ook |like going forward, I want to nmake one brief
coment on the past.

This organi zation, since it becane a statutory O G has seen a
great deal of change. 1In his March 2001 testinony before the
Subconmi ttee, our Inspector CGeneral discussed the period of
turnoil that had occurred as certain Treasury Office of

| nspector General (O G officials were then the subject of

i nvestigations and the fact that between February 1998 and July



1999, the workforce had been I ed by three Senate-confirned |IGs

and an Acting IG | was the Assistant |Inspector General for
Audit during that period and | can attest to the fact that it
was a very difficult time. | amproud of the fact that we

stayed focused on our core mssion throughout that period of
turnmoil and in fact grew stronger and better under the

| eadership of our current Inspector General. Having said that,
the divestiture of nearly 70 percent of our workforce to the new
Department of Honel and Security presents perhaps the greatest
challenge to date in neeting our mssion. Through all of this I
amstill confident that going forward the career nmanagenent and
staff of the Treasury OGw Il continue to stay focused on our
core m ssion of conducting audits and investigations. The
Treasury Departnent still has a great deal of inportant work to
do and we still have a I ot of inportant oversight to do.

| would like to briefly describe sone of the inportant work of

t he Departnent that we are responsible for auditing and

i nvestigating, post-divestiture. | will then discuss our

organi zati on post divestiture and our capabilities to continue
to conduct audits and investigations of those remaining Treasury
operations. Finally, I will discuss ny perspective on the
significant issues facing the Departnent of the Treasury.

As you know, the Treasury Departnent divested alnost all of its
| aw enforcenent activities by transferring the U S. Custons
Service, the U S. Secret Service, and the Federal Law

Enf orcenent Training Center to the Departnent of Honel and
Security and transferring the non-revenue functions of the
Bureau of Al cohol, Tobacco and Firearns (ATF) to the Departnent
of Justice. The collection of about $22 billion annually in
revenue was al so transferred to the Departnent of Honel and
Security with the transfer of Custons. Wiile these functions
represent a significant part of the non-IRS Treasury m ssion,
there are still eight non-1RS Treasury bureaus and significant
progranms and functions in the Departnent that remain behind.

Qur universe of work covers approximtely 16,000 Treasury
enpl oyees who provide a wide range of services throughout the
United States and in many foreign countries.

Following is a summary of the diverse and conpl ex non-IRS
bureaus, progranms, and activities that conprise the Departnent
of the Treasury post-divestiture.



Departnental O fices (DO

DO s function in the Departnent of the Treasury is to provide
basi ¢ support to the Secretary. The Secretary maintains the
primary role in forrmul ati ng and managi ng the donestic and
international tax and financial policies of the Federal
governnment. In support of the Secretary, resources are provided
for policy fornmulation and inplenmentation in the areas of
donmestic and international finance, investnment, tax, trade,
financi al operations, and general fiscal policy. Resources are
al so provided for admnistrati ve support to the Secretary and
policy conmponents, and coordinati on of Departnental

adm nistrative policies in financial and personnel nanagenent,
procurenent operations, and automated i nformation systens and

t el ecommuni cati ons.

What can sonetinmes be overl ooked when view ng the Departnent is
that it is not just an organi zation of high level officials
setting policy and providing broad oversight to the Treasury
bureaus. The Departnent has nunerous operations and activities
with their own specific operational mssions. These operations
and activities manage and/or di sburse hundreds of mllions and
in sone cases, billions of dollars. Some of those that should
be noted incl ude:

The O fice of Foreign Assets Control (OFAC) manages and
enforces econom ¢ sanctions and enbargo prograns agai nst
targeted foreign governnents and groups that pose threats
to the national security, foreign policy, or econony of the
United States. These include sanctions prograns

adm ni stered under the International Energency Econom c
Powers Act, the Trading with the Eneny Act, the United
Nations Participation Act, the Anti-Terrorismand Effective
Death Penalty Act, the Foreign Narcotics Kingpin

Desi gnation Act, and other related Executive Orders and
statutes. Since Septenber 2001, OFAC and our allies have
bl ocked terrorist-related assets totaling $124 mllion
wor | dwi de. OFAC currently adm nisters 23 econoni ¢ sancti ons
prograns involving bl ocked targets, trade enbargoes, or
other restrictions. These sanction prograns include
terrorists, terrorist governnments and organi zati ons,
international narcotics traffickers, hostile governnents
and others. OFAC is also authorized to block the donestic
financial transactions of prohibited governnents,

organi zations and individuals. During 2002, OFAC had
frozen as nuch as $36 nillion in domestic accounts
associated with terrorist financing.



Recently, the Departnent announced the creation of a new
Executive O fice for Terrorist Financing and Fi nanci al
Crinmes (EOTF/ FC) reporting to the Deputy Secretary. This

of fi ce has been charged with coordinating and | eadi ng the
Department’s nulti-faceted efforts to conbat terrori st
financing and other financial crines, both wwthin the United
States as well|l as abroad.

EOTF/FC will work closely with other offices within Treasury
and t hroughout the Federal governnent to identify, block,
and di smantl e sources of financial support for terror and
other crimnal activities, including noney |aundering. 1In
addition, the teamw |l work with international partners to
expand the fight against terrorist financing and financi al
crinmes in other nations. The office will focus on reducing
the risk that donestic and international financial systens
are being msused by crimnals and terrorists.

EOTF/ FC is charged with the follow ng duties: devel opi ng and
i npl enenti ng Federal government strategies to conbat
terrorist financing donestically and internationally (in
concert with Treasury's International Affairs Task Force on
Terrorist Financing); developing and inplenmenting the

Nati onal Money Laundering Strategy, as well as other
policies and progranms to fight financial crines;
participating in the Departnent’s devel opnment and

i mpl enent ati on of Federal governnent policies and

regul ations in support of the USA PATRI O Act, i ncluding
outreach to the private sector; joining in representation of
the United States at focused international bodies dedicated
to fighting terrorist financing and financial crines; and
devel opi ng Federal governnment policies relating to financi al
crimes.

EOTF/ FC wi I | provi de policy guidance for the Financi al
Crinmes Enforcenent Network as it works with the financi al
sector, the law enforcenment comunity, and foreign financia
intelligence units to foster cooperation agai nst donestic
and international financial crimes. Al so, the office wll
provi de policy guidance to COFAC

DO s Ofice of D.C. Pensions was established to inplenent

t he Bal anced Budget of 1997, as anended, and to nake tinely
and accurate Federal benefit paynents associated with the
District of Colunmbia Retirenent Prograns for police
officers, firefighters, teachers, and judges. |In fisca



year 2002, Federal benefits were paid to approxi mately
13,300 retirees and survivors. Federal benefit and refunded
enpl oyee contribution paynents are expected to be

approxi mately $470-$540 mllion per year for the next 7
years. As of Septenber 30, 2002, assets for funding the
retirement progranms were $4 billion and liabilities were
$8.4 billion, resulting in an unfunded pension liability of
$4.4 billion.

The Air Transportation Stabilization Board (ATSB) was
created by Public Law 107-42 to issue Federal credit
instrunments (|l oan guarantees) to assist air carriers that
suffered | osses as a result of the terrorist attacks on the
United States that occurred on Septenber 11, 2001. The ATSB
revi ews and nmakes deci sions on | oan guar ant ee applications,
and is authorized to issue up to $10 billion in | oan
guarantees. The ATSB nmade one | oan guarantee in fiscal year
2002 to guarantee approximately $380 million of a $429
mllion |loan froma comercial |lender to an air carrier. As
reported by the Departnent, the ATSB, as of Novenber 7,

2002, had four applications conditionally approved
representing approximtely $1.3 billion in gross | oans and
$1.2 billion in | oan guarantees. Additionally, another
seven applications, representing approximately $2.3 billion
in gross loans and $2.1 billion in | oan guarantees, were
pendi ng approval and were being processed. It should be

not ed, however, that |oan terns and guaranteed amobunts are
subject to significant fluctuation until the closing date.

The Secretary of the Treasury through the Exchange
Stabilization Fund (ESF) is authorized to deal in gold and
forei gn exchange and other instrunents of credit and
securities as deened necessary, consistent with U S
obligations in the International Mnetary Fund, regarding
orderly exchange arrangenents and a stabl e system of
exchange rates. The principal source of the fund' s incone
is earnings on investnents held by the fund, including

i nterest earned on fund hol di ngs of U S. Governnent
securities. The fiscal year 2004 estinmated net position of
the fund is $30.8 billion.

The Community Devel opment Financial Institutions (CDFI)
Fund provides equity investnents, grants, |oans, and
techni cal assistance to new and existing comunity

devel opnment financial institutions. Funds provided by the
CDFI Fund are expected to enhance the capacity of these
institutions to finance econom ¢ devel opnent, including



smal | busi nesses, comrunity facilities, housing, and ot her
comunity devel oprment initiatives in distressed urban,
rural, Native American, Native Hawaiian, and Al aska Native
comunities. The CDFlI Fund al so provides grants to insured
depository institutions to facilitate investnent in CDFls
and increase community lending activities. |n addition,
the CDFI Fund adm nisters the New Markets Tax Credit
Program by providing allocations of tax credits to
Communi ty Devel opnent Entities (CDEs), which in turn
provide the tax credits to entities that invest in the
CDEs.

For fiscal years 2000 through 2002, the various types of
financial and technical assistance provided by the CDF
Fund total ed approxi mately $298.5 mllion. As a new
program New Market Tax Credit awards will begin in fiscal
year 2003. The fiscal year 2004 estinmated net budget
authority for the CDFl Fund is $51 mllion.

The Federal Financing Bank (FFB) was created in 1973 to
reduce the costs of Federal and Federally-assisted
borrowi ng and to ensure the coordination of such borrow ng
fromthe public in a manner |east disruptive to private
financial markets and institutions. FFB |oans are now used
primarily to finance direct agency activities such as
construction of Federal buildings by the General Services
Adm ni stration and neeting the financing requirenents of
the U S. Postal Service. 1In certain cases, the FFB
finances Federal direct |loans to the public that would

ot herw se be nade by private | enders and fully guaranteed
by a Federal agency. The estimated FFB | oans out standi ng
bal ance at the end of fiscal year 2004 is $30.4 billion.

A nunber of other accounts and activities are nmanaged by DO
Exanpl es include: (1) a working capital fund; (2) the Sallie Mae
Fund to provide for enhanced financial safety and soundness
oversight of the Student Loan Marketing Association by the
Departnent; (3) an account to provide for technical assistance
to other countries in support of the Departnent's responsibility
to fornul ate, conduct, and coordinate the internationa

financial policies of the United States; and (4) accounts
related to the United States' participation in the International
Monetary Fund and nultil ateral devel opnent banks. This list is
by no neans exhaustive, but is indicative of the variety and
conplexity of activities that are the responsibility of the
Depart nent .



Al cohol and Tobacco Tax and Trade Bureau (TTB)

The newly created TTB will, as ATF did before it, adm nister and
enforce the existing Federal |aws and tax code provisions
related to the production and taxation of al cohol and tobacco
products. This anobunts to approxinmately $15 billion in excise
taxes, including $100 million in occupational tax on the

manuf acture of firearnms and amunition.

In practical terns, it is anticipated that al cohol producers and
whol esal ers, as well as tobacco manufacturers, inporters, and
exporters, wll see little or no change beyond the nanme of the
agency. TTB will continue collecting Federal al cohol and

t obacco excise taxes and classifying al cohol and tobacco
products for excise tax purposes. TIB will also investigate
applications and issue permts for the operation of
distilleries, wineries, and breweries, and for tobacco

manuf acturers, inporters, and exporters. |In addition, the
bureau wi Il continue Federal regulatory oversight of the
operations of various industrial users of distilled spirits,

i ncl udi ng manufacturers of non-beverage products, tax-free, and
denat ured al cohol s.

Protecting the consunmer remains a najor function under TTB

t hrough the regul ation of the production, packaging, bottling,

| abel i ng, and storage of al cohol and tobacco products. TTB will
ensure that al cohol beverage | abeling and advertising provides
adequate information to consuners concerning the identity and
quality of the products. TIB is also responsible to ensure fair
trade practices by regulating the marketing and pronoti onal
practi ces of al cohol beverage producers and whol esal ers. As was
t he case under ATF, this is done primarily through the
investigation of allegations of illegal trade practices.

Bur eau of Engraving and Printing (BEP)

BEP manufactures the financial and other securities of the United
States. Accordingly, the Bureau designs, prints, and furnishes a
| arge variety of security products, including Federal Reserve
notes, U. S. postage stanps, Treasury securities, identification
cards, naturalization certificates, and other special security
docunents. Al products are designed and manufactured with
advanced counterfeit deterrence features to ensure product
integrity, and the Bureau advi ses other Federal agencies on
docunent security matters.



The Bureau al so processes clains for the redenption of nutil ated
currency. The Bureau's research and devel opnent efforts focus on
the continued use of automation in the production process and
counterfeit deterrent technologies for use in security docunents,
especially U S. currency. For fiscal year 2004, BEP estinates
8.5 billion in currency deliveries and 7.5 billion in postal and
revenue stanp requirements.

BEP is in the process of redesigning our nation's currency. The
new desi gn, known as NexGen, will affect the $100, $50, and $20

notes. Introduction of the NexGen $20 bill will begin as early
as the fall 2003, with introduction of the other notes 12 to 18
months later. The NexCGen design will build on past security

features wth the addition of subtle background col ors and ot her
new security features that are designed to deter counterfeiting.
An extensive public education canpaign is planned to informthe
publ i ¢ and busi ness sector about the NexGen currency and al so
how to detect counterfeit currency.

BEP operations are currently financed by neans of a revolving
fund. The underlying |egislation requires BEP to be reinbursed
by custoner agencies for all costs of manufacturing products and
servi ces performed. Bureau operations during 2002 resulted in a
decrease to retained earnings of $29 mlli on.

Fi nanci al Managenent Service (FMS)

FMS has four major activities: paynents, collections, debt
col l ections, and governnent -w de accounting and reporting.

FMS i npl enents paynent policy and procedures for the Federal
government, issues and distributes paynents, pronotes the use of
el ectronics in the paynent process, and assists agencies in
converting paynents from paper checks to el ectronic funds
transfer (EFT). The control and financial integrity of the
Federal paynents and col | ecti ons process incl udes
reconciliation, accounting, and clains activities. The clains
activity settles clains against the United States resulting from
Gover nnment checks whi ch have been forged, |ost, stolen, or
destroyed, and collects nonies fromthose parties liable for
fraudul ent or otherw se inproper negotiation of Governnent
checks. Each year FMS issues 950 million non-Defense paynents,
with a dollar value of nore than $1.2 trillion, to a w de
variety of recipients, such as those who recei ve Soci al
Security, IRS tax refunds, and veterans' benefits. FMS
estimates that for fiscal year 2004, it will nake 238 mllion



check paynments and 696 mllion el ectronic paynents, and receive
1.4 mllion clains.

FMS i mpl ements col l ections policy, regulations, standards, and

procedures for the Federal governnent, facilitates collections,
pronotes the use of electronics in the collections process, and
assi sts agencies in converting collections from paper to

el ectronic nedia. Over $2 trillion is collected annually

t hrough both el ectroni c and paper-based nechani sns.

Pursuant to the Debt Collection Inprovenent Act of 1996, FMS
provi des debt collection services to client agencies which

i ncl udes collection of delinguent accounts, offset of Federal
paynments agai nst debts owed the Governnent, post-judgnent
enforcenment, consolidation of information reported to credit
bureaus, reporting for discharged debts or vendor paynents, and
di sposition of foreclosed property. FMS estinates that during
fiscal year 2004 it will collect $2.9 billion in delinquent debt
using all avail able tools.

FMS provides financial accounting, reporting, and financing
services to the Federal governnent and the Governnment’s agents
who participate in the paynents and coll ections process by
generating a series of daily, nonthly, quarterly and annua
Governnent -wi de reports. FMS also works directly with agencies
to help reconcile reporting differences.

FMS al so nanages a nunber of other accounts on behal f of the
Federal governnent. These accounts include, for exanple:

(1) Paynment to the Resolution Funding Corporation to cover

i nterest paynments on obligations issued by the Resol ution
Fundi ng Corporation ($1.7 billion in fiscal year 2004 esti nated
net budget authority); (2) Interest Paid to Credit Financing
Accounts ($3.8 billion in fiscal year 2004 estinmated net budget
authority); and (3) dainms, Judgnents, and Relief Acts ($935
mllion in fiscal year 2004 estimted net budget authority).

Fi nanci al Crines Enforenent Network (Fi nCEN)

FinCEN created in 1990 and el evated to bureau status in 2001,
supports |l aw enforcenent investigations to prevent and detect
nmoney | aundering, terrorist financing, and other financial
crimes. FinCEN links |aw enforcenent, financial, and regul atory
comunities into a single information-sharing network. Using
Bank Secrecy Act (BSA) information reported by banks and ot her
financial institutions, FinCEN serves as the nation's central

cl eari nghouse for broad-based financial intelligence and



i nformation sharing on noney | aundering. This information hel ps
illumnate the financial trail for investigators to follow as
they track crimnals and their assets.

Fi nCEN provi des BSA gui dance to nore than 220,000 financi al
institutions that are subject to its reporting and record
keeping requirenments. During fiscal year 2002, FinCEN received
nore than 261, 000 individual reports of suspected illegal acts,
referred to as Suspicious Activity Reports, and 12.4 mllion
Currency Transaction Reports fromthese institutions when they
receive $10,000 in cash or a nonetary equival ent.

Through its investigative analysis efforts, FinCEN provides
support for the investigation and prosecution of | aw enforcenent
cases at the Federal, state, local and international |evels,
usi ng financial data collected under the BSA, as well as other
commerci al and | aw enforcenent information. FinCEN serves as a
catal yst for research, analysis, and dissem nation of

i nformati on on noney | aundering nmethods and trends through joint
case analysis with | aw enforcenent, integration of all source
informati on, and the application of state-of-art data processing
techni ques. FinCEN al so establishes policies to adm nister the
BSA effectively while balancing the associ ated burden inposed on
the regulated financial institutions. |Internationally, Fi nCEN
mai ntai ns in-depth, country-specific expertise concerni ng noney
| aundering, terrorist financing, and other financial crines
around the world to assist decision nmakers in devel opi ng and
pronoting U S. Governnment anti-noney | aundering policies.

Fi nCEN al so uses this expertise to pronote the devel opnent of
Financial Intelligence Units in other countries, and to
facilitate investigative exchanges wth them

FinCEN s regul atory support program supports new requirenments to
strengthen anti-noney | aundering controls with the noney

servi ces business industry, casino, broker/dealer, securities,
and other industries with new program or reporting requirenents
under the BSA. The USA PATRI OT Act expanded anti -noney

| aunderi ng program and reporting requirenents to a nunber of

i ndustries previously not covered by the BSA. Fi nCEN wil |
undertake prograns to reach these new i ndustry groups, as
necessary. FinCEN will also continue efforts with the IRS,
especially related to the noney service business industry, to
assure conpliance, respond to public inquiries, distribute forns
and publications, and support information processing of the BSA
dat a.
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US Mnt

The M nt manufactures coins, sells num smatic and i nvest nent
products, and provides for security and asset protection.
Public Law 104-52 established the United States Mnt Public
Enterprise Fund (PEF), a revolving fund that enconpasses a
nunber of funds related to the Mnt. Anong other things, the
PEF |l egislation requires the Mnt to submt annual audited

busi ness-type financial statenents to the Congress and exenpts
the M nt from provisions of |aw governing procurenent or public
contracts.

The M nt's operations are divided into three major activities:
Circul ating Coi nage, Num smatic and | nvestnent Products, and
Protection. The Circulating Coinage activity funds the

manuf acture of circulating coins for sale to the Federal Reserve
System as determ ned by public demand. In 2004, it is
anticipated that this activity will manufacture 13.8 mllion
coins. The Mnt is credited with receipts fromits circulating
coi nage operation, equal to the full cost of producing and
distributing coins that are put into circulation. Fromthat,
the Mnt pays its cost of operation. The difference between the
face value of the coins and these costs are profit, which is
deposited as seigniorage to the general fund. In 2002, the M nt
transferred $1.03 billion to the general fund. The Num smatic
and I nvestnment Products activity funds the manufacture of

num smatic and bullion coins, nedals, and other products for
sale to collectors and the general public. The Protection
activity funds protection of the Federal governnent's stock of
gold and silver bullion, coins, Mnt enployees and others, and
M nt property utilizing police officers and nodern protective
devi ces.

Bureau of the Public Debt (BPD)

Treasury manages the nation's debt through BPD. BPD oversees
the $6.3 trillion Federal debt, including the $3.6 trillion held
by the public and $2.7 trillion held by Federal agencies. Last
year, BPD issued approximately $3.7 trillion of debt by
auctioni ng nmarketable Treasury securities and selling savings
bonds, and paid off $3.5 trillion in securities. The estimated
interest on Treasury securities for fiscal year 2004 is

approxi mately $353 billion.

BPD s responsibilities include: (1) inplenenting regulations

governing the primary issuance of Treasury securities and
secondary market transactions involving government securities;
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(2) issuing and servicing of Treasury securities; (2) conducting
transacti ons on outstandi ng securities including exchanges,
transfers, and redenptions; (3) receiving, auditing, recording,
storing, and destroying redeened securities and interest
coupons; (4) protecting the investor by adjudicating clains on

| ost, stolen, or destroyed securities; (5) establishing and

mai nt ai ni ng accurate records of the sale and redenption of

savi ngs bonds; (6) issuing and accounting for investnments on
behal f of nmore than 200 Governnent agenci es and Federal Trust
Funds; (7) conducting auctions, and announci ng auction results
inatinmely manner; (8) recording and reporting accurate
financial data concerning the public debt; and (9) providing
qual ity custoner service and convenience to the investor by
maki ng savi ngs securities available through a nati onw de network
of financial institutions, by issuing marketable securities
directly and through the Federal Reserve Banks, and by enabling
investors to request information and conpl ete financi al
transacti ons using energing electronic technologies. An

i nportant goal of BPDis a nultiyear effort to convert al

savi ngs bond hol dings to paperless form

Ofice of the Conptroller of the Currency (0OCO

OCC was created for the purpose of establishing and regulating a
nati onal banking system As the adm nistrator of national banks,
OCC charters new banking institutions after investigation and
due consi deration of charter applications. Supervision of

exi sting national banks is aided by the required subm ssion of
periodic reports and detail ed onsite exam nation, which are
conducted by a staff of approximately 1,900 national bank

exam ners. At present, there are approximtely 2,100 national
banks and 52 Federal branches with total assets of nobre than
$3.8 trillion. These assets represent approxi mately 58 percent
of the total assets of all comercial banks. |In addition, OCC
pronmul gates rul es and regul ations for the guidance of nationa
banks and bank directors. The OCC budget is derived principally
from assessnents paid by national banks and interest on
investnments in U S. Government securities.

O fice of Thrift Supervision (OTS)

OTS was created by the Financial Institutions Reform Recovery,
and Enforcenment Act of 1989, assunming the regul atory functions
of the Federal Hone Loan Bank Board di ssolved by the sane act.
OTS charters, regul ates, and exam nes Federal thrifts that are
i nsured by the Savings Association Insurance Fund (SAIF). In
addi tion, OTS cooperates in the exam nation and super vi sion of
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state-chartered thrifts insured by the SAIF. OIS sets capital
standards for Federal and state thrifts and reviews applications
of state-chartered thrifts for conversion to Federal thrifts.

As of Septenber 30, 2002, OIS oversees 983 thrifts with total
assets of $987 billion. Simlar to OCC, OIS incone is derived
principally fromassessnents on thrifts, exam nation fees, and
interest on investnents in U S. Governnent obligations.

ORGANI ZATI ON, STAFFI NG AND M SSION OF THE O G

The Treasury O G was established in 1989 by the Secretary of the
Treasury as a result of the 1988 Anmendnents to the Inspector
Ceneral Act. The Inspector Ceneral of the Departnent of the
Treasury exercises all the duties and responsibilities of an

| nspector Ceneral for the Departnent other than those exercised
by TIGTA. That office was established as a result of the

I nt ernal Revenue Service Restructuring and Reform Act of 1998.
The Treasury O G al so oversees, on behalf of the I|Inspector
CGeneral conmmunity, the operations of the Inspectors General
Auditor Training Institute. The Institute is the primary source
of training for auditors in the Inspector General comunity.

For fiscal years 2002 and 2003, our net authorized budget
authority was $35, 397,000 and $35, 504, 000, respectively, and our
aut hori zed full time equivalent (FTE) positions were 282 for
both years. In anticipation of divestiture to the Departnents
of Honel and Security (DHS) and Justice O Gs, last fall we
prepared various anal yses of our |evel of effort devoted to the
Treasury bureaus and functions to be divested to DHS and the
Department of Justice. W estimated this to be a little over 30
percent in total. Qur office was directed to divest 155
positions to the DHS O G and 40 positions to the Justice A G
This total divestiture of 195 out of 282 FTE represents nearly
70 percent of our staffing.

Bet ween March 9 and Septenber 30, 2003, we will go through a
dramati c reduction in on-board strength, having started this
fiscal year with 282 full tinme positions and ending the fiscal
year with 87 full tinme positions. During this reduction in
strength, we need to ensure that there is no breakdown in the
oversi ght of the bureaus being divested or retained by the
Departnment. W are coordinating closely with both the DHS O G
and the Justice OGto effectively conplete the transition of
ongoi ng work. Another challenge that we need to plan for over
the next 7 nonths is the proposed consolidation of our office
wi th TI GTA.
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| will now discuss in nore detail the inpact of divestiture to
each of our operating conponents.

Ofice of Audit

The O fice of Audit's post-divestiture strength has been
significantly reduced. Pre-divestiture, we had an extensive
field office structure located in eight cities plus a
Headquarters staff in Washington, D.C. The authorized FTE | evel
for the Ofice of Audit was 165. Except for a small field
office remaining in San Francisco, our audit operations are now
centralized in Washington, D.C. W anticipate an authorized
staffing |l evel of 52 FTE, post divestiture. O note, our

Fi nanci al Audit division decreased significantly as did our

| nformati on Technology (IT) Audit division. Also we will no

| onger be able to maintain an Eval uations function.

What did not go away with divestiture is our nandated audit
wor k. These mandates include our: (1) audit responsibility for
the Departnent's consolidated financial statements and the
financial statenments of 11 other conponent entities,

(2) responsibility to conduct an annual independent eval uation
of the Departnent's information security program and practices
under the Federal Information Security Managenent Act of 2002
(FISMA), and (3) responsibility under the Federal Deposit

| nsurance Act to conduct material |oss reviews of failed
financial institutions supervised by OCC or OIS that result in
significant |osses to deposit insurance funds.

Meeti ng our mandates has al ways presented a chall enge. As we
testified in March 2001, Treasury, with responsibility for
collecting 98 percent of the revenue, managing the $6.2 trillion
dol | ar debt, and perform ng the central accounting functions for
t he Federal Governnent, is a tall order. Wth respect to
auditing the Departnent's financial statenents, this past year
we conpleted the audit of Treasury's financial statenents by
Novenber 15, 2002, well ahead of the accel erated deadline of
January 31, 2003, established by QOVB.

We have worked very hard since the passage of the Chief
Financial O ficers Act to build and maintain one of the
strongest financial statenment auditing capabilities in the
Federal governnent. | am proud of the efforts of our financial
audi tors, our program auditors who were tenporarily assigned to
t hese audits, as well as the contractors who perforned
substantial portions of the audit work under our oversight.
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Al t hough our financial audit staff will now be about half of
what it was, the work necessary to acconplish the financial
statenment audits of the Departnment and remaining entities has
not been | essened significantly. Qur challenge will be to re-
establish the capacity to deliver the excellent financial audit
services we have in the past.

Furthernore, over the last 3 years we built up our IT auditing
capacity as well. Among other things, this enabled us to neet
the requirenent to annually evaluate, in a substantive and
tinmely manner, the Departnment's information security program and
practices in accordance with the Governnment Information Security
Reform Act (@ SRA). This was a significant effort by our office
this year, and we anticipate that it will be nore chall enging
under the expanded requirenments of FISMA. Simlar to our
financial audit staff, our IT audit division is now half its
previ ous size. Nevertheless, the Departnent still operates over
450 systens, including FMS huge paynent and accounting systens,
TTB' s revenue systens, and BPD s debt systens, to nane a few.

As nentioned above, our Program Audit division has al so been
significantly inpacted by divestiture. The major nmandate of
this division is to performmaterial |oss reviews (MR) of
failed financial institutions. Since this nandate becane
effective in 1993, we have perforned seven such revi ews.

However three of them were performed during this past fiscal
year with two occurring sinultaneously. Qur experience has been
that these reviews are resource intensive, each requiring 6 to 7
auditors for up to 6 nonths. Wiile initially this work was
primarily perfornmed out of our San Francisco office, we sought
to expand our skill set by assigning staff fromour other field
offices to assist on the last three reviews. These newy
trained individuals were transferred to DHS O G with the

di vestiture. Despite the heavy demands by M.Rs on our
resources, we were in the past able to neet this and ot her
requirenments identified above while, at the sanme tine,

addr essi ng congressional requests for work and auditing
significant Departnental vulnerabilities. Looking forward, our
office is fully commtted to acconplishing our mandat ed

requi renents; however, with our current staffing level, we wll
have to make tough choi ces about the other work we can

undert ake.

O fice of Investigations

Before divestiture, the Ofice of Investigations was staffed
with investigators and support personnel staff located in
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Washi ngton, D.C., and seven field offices nationw de. The
aut hori zed staffing |l evel was 72 FTE. Post-divestiture, that
staff has been significantly reduced. W anticipate an

aut hori zed FTE | evel of 22 wth all positions located in
Washi ngton, D.C.

Al t hough a significant volunme of work was transferred to DHS O G
and Justice O G when the | aw enforcenment bureaus |eft Treasury,
t he manuf acturing bureaus with facilities both inside and
out si de of Washington, D.C., remain under our investigative
oversight. Specifically, the Mnt has facilities in

Phi | adel phia, West Point, Ft. Knox, Denver, and San Franci sco,
and BEP has a facility in Fort Worth, Texas. Investigations at
these facilities will now need to be conducted excl usively by
our Headquarters-based staff, creating a significant burden on
our travel resources. Additionally, OCC and OTS have bank
exam ners throughout the country who are al so subject to our

i nvestigative oversight.

As | discussed previously, along with the divestiture of ATF s
enforcenment activities to Justice, the Honel and Security Act
created a new bureau within Treasury responsible for

adm ni stering al cohol and tobacco tax |aws and inpl enenting
regul ati ons previously adnm nistered by the ATF. This new
bureau, TTB, will have approximately 560 enpl oyees. Previously,
ATF had a substantial internal affairs function and we generally
focused our investigative resources on only the nost senior
managenent officials. The internal affairs function of ATF
transferred to Justice along with the enforcenent functions of
ATF. The new TTB will not have an internal affairs function,
and we will be responsible for all investigations that need to
be conducted in TTB. Thus our investigative caseload relative
to the old ATF could stay the sane or even increase.

O fice of Counsel

Di vestiture has inpacted the Ofice of Counsel as well. W wll
be divesting all but two of our attorneys to the DHS O G Even
so, with a reduced work force, the Ofice will still be

responsi ble for responding to requests for information and
records of the OG such as Gglio requests fromU.S. Attorneys’
of fices for information about Treasury enpl oyees who are
witnesses in crimnal trials, as well as Freedom of Information
Act requests, and discovery requests in civil and crim nal
[itigation where O Greports or personnel are relevant. The

uni verse of requests and records will continue to include

i nvestigations and audits relating to personnel and activities
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i n bureaus that have been divested. W also expect to retain
responsibility for personnel litigation before the Merit Systens
Protection Board and the Equal Opportunity Enploynment Conmi ssion
i nvol ving enpl oyees transferred fromthe O G Dependi ng on
wor kl oad, we may need to obtain | egal services fromel sewhere to
neet all such obligations.

O fice of Managenent

Prior to divestiture, the OG provided its own in-house

adm ni strative support independent of the Departnent.
Accordingly, the office’s adm nistrative specialists provided a
wi de range of adm nistrative services, including budget,
accounting, procurenent, facilities, human resources, and
information technology. Wth our post divestiture staffing

| evel of 87 FTE we can no | onger sustain an in house

adm ni strative support function. W are divesting over 75
percent of our support staff to the DHS O G

Post - di vestiture, the Ofice of Managenent is revanping its
approach to administrative support. Specifically, we are in the
process of contracting with service providers for assistance

Wi th procurenment, accounting, facilities nmanagenent,

recruitment, processing of personnel actions, and I T support.
These changes in the O G support infrastructure wll allowthe
O fice of Managenent to continue to provide support services to
investigators and auditors with a m ninum of in house staffing.

MANAGEMENT AND PERFORVANCE CHALLENGES

On Novenber 5, 2002, we provided the Secretary of the Treasury a
summary of the nost serious managenent and perfornmance
chal | enges facing the Departnent. That nenorandum was i ncl uded
in the Departnent of the Treasury Performance and Accountability
Report for Fiscal Year 2002. | would like to highlight five of
t hese chal l enges for purposes of this testinmony. | also want to
poi nt out that except for one new chall enge—+that dealing wth
the need to ensure a snooth transition of activities to Honel and
Security—the foll owi ng chall enges were reported to the Secretary
in the previous year and while sonme progress had been made, they
still nmust be overcone to realize the goals and objectives of
the President's Managenent Agenda. Also, while Treasury’s

di vestiture of nost of its | aw enforcenent functions will change
t he scope and magni tude of these challenges, it does not
elimnate any of them W wll need to maintain our oversight
of Treasury’'s efforts to nanage these chal |l enges going forward.
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Pronpt Corrective Action — Treasury has not taken
sufficient action to address | ongstanding nateria
weaknesses and ot her serious deficiencies in prograns and
operations. Wile some of these naterial weaknesses are
attributable to divested bureaus, notably Custons, others
remain, including information security and other systens
weaknesses and the Departnent's ability to properly prepare
the financial statements for the Federal governnent.

Li nki ng Resources to Results — Very little progress has
been nade by Treasury to integrate nanagerial cost
accounting into its business activities; thus, resources
cannot be linked to results. This underm nes the accuracy,
reliability, and useful ness of program performance
reporting and precludes neani ngful cost benefit anal ysis of
the Departnment's program activities.

Fi nanci al Managenent Systens — Treasury continues to
operate financial managenent systens that are not capable
of producing tinely, accurate, and reliable infornmation

al t hough sone progress has been nmade as evidenced by the
"3-day close" initiative for nonthly financial reporting
and the accelerated financial reporting for fiscal year
2002. However, these data needs to be reviewed, analyzed,
refined, and correlated with other financial and non-
financial data in order to be reliable and useful.

| nformation Security — Treasury has not corrected

| ongstandi ng i nformation security problenms. Qur work under
G SRA | ast year disclosed nunmerous vulnerabilities that had
not received adequate attention. Mst of the Departnent's
systens at the tinme had been allowed to operate w thout a
reasonabl e assurance of secure operations or adequate
safeguards. Only 32 percent of the Departnent's systens
were accredited, including 9 percent that only had interim
authority to operate.

Dupli cated, Wasteful Practices — Treasury has not adapted
enterprise solutions to its core business activities.
Thus, rather than realize the econony, efficiency, and

ef fectiveness of consolidation and sharing, Treasury
bureaus and of fices continue to operate as autononobus
agenci es.

Finally, as you can see frommny description of the Departnent
post divestiture, there are many significant activities beyond
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t hese broad managenent chal |l enges that will require our

oversi ght. Just to highlight a few, Treasury maintains an
inportant role to play in the war on terrorism with the efforts
to disrupt and dismantle the nechani sns that support terrorist

financing. Over $15 billion in non-1RS revenue will still be
col l ected and accounted for in the new Tax and Trade Bureau. It
will need to continue to operate effectively in a new

environment, separated fromthe rest of the old ATF. Treasury
is at the forefront in devel oping e-governnment initiatives,
especially in the paynent systens at FMS, the debt financing
systens at BPD, and the online sales systens at the Mnt. Wile
t hey hel p make those operations nore efficient and nore
avai l able to the public, they come with an increased risk for
maj or security vulnerabilities and nmajor systemfailures that
requi re sound di saster recovery capabilities. The two Treasury
bank regulators, OIS and OCC, oversee all thrifts and over 58
percent of the commercial banks in the United States. This
represents financial institutions with close to $1.4 trillion in
assets. Wth prol onged weakness in the econony, the risk of
bank and thrift failures remains a concern and OCC and OTS w ||
need to maintain strong oversight of their institutions.

W will need to maintain a reasonable | evel of audit and

i nvestigative capacity to help ensure the public that these and
ot her Treasury prograns and operations are delivered efficiently
and effectively, and with the hi ghest |evel of honesty and
integrity.

This concludes ny testinony. | wll be happy to answer any
questions at this tine. Thank you.
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